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Editor’s Note 


In the January 1959 issue, Urban Land presented 
“Practicalities in Residential Land Development”. These 
items were edited from the transcript of remarks made by 
three prominent land developers and home builders at the 
Honolulu meeting of the Community Builders’ Council in 
November 1958. At that same meeting, a second seminar 
on shopping center operations took place. Presented here 
are four papers about shopping center operations. 

“Branch Banking,” including “Leasing for Banks in 
Shopping Centers,” is the subject covered by Robert H. 
Armstrong, banking merger consultant and economist of 
New York City. Mr. Armstrong has written before on the 
subject of banking. Two of his articles “Measuring 
Deposit Potentials When Establishing Branch Banks” and 
“Recent Developments in Branch Banking” appeared in 
the September 1955 and the January 1956 issues of Urban 
Land. 

“Lease Negotiations for Small Shopping Centers” is 
presented by Frederick C. Arpke of Seattle, a partner in 
Larry Smith and Company, consultants on real estate 
development matters both suburban and downtown. Mr. 
Arpke makes it quite evident how the management of a 
small center differs from a large regional center. His 
notations about the allowance system in leasing are an 
extremely helpful hint for anyone who is thinking about 
leasing any shopping center. 

“Chain Store Leasing in Shopping Centers” by Roy P. 
Drachman, shopping center owner and developer, of 
Tucson is one of the frankest, most complete presenta- 
tions about what a developer should include in his lease 
clauses for any shopping center that has eyer been offered 
for the guidance of others. Mr. Drachman’s remarks 
make a clear cut issue of the importance of lease negotia- 
tions in the eventual operation of the shopping center. 


“Advantages in Developing a Small Shopping Center” 
is a case history by one who knows. Greenlaw Grupe of 
Stockton, California is the partner-owner and developer 
of Lincoln Center in that city. Mr. Grupe’s remarks give 
enthusiastic support for the development of small centers. 

The Planitorial is “A Quick Look at Shopping Centers”. 
This look is taken by Bruce P. Hayden, Secretary, Mort- 
gage and Real Estate Department, Connecticut General 
Life Insurance Company. Mr. Hayden’s observations per- 
tain to shopping center operations and they carry signifi- 
cance for future trends and for planning principles. 


In a supplement included with this issue, Urban Land 
Institute offers the report of its Assessment Practices 
Committee of the Community Builders’ Council. 

“Taxation and the Shopping Center” is the title of this 
report. It is a policy statement by the Community Build- 
ers’ Council. As the Chairman of the Committee says, “The 
report is not designed to assist a shopping center owner 
in escaping his fair tax responsibility in the community. 
It is rather a resumé of the criteria which the Community 
Builders’ Council of Urban Land Institute feels should be 
used in properly assessing shopping center property so 
that it will pay a fair share of the tax load, but will not 
be taxed out of existence”. 

Robert T. Nahas, chairman of the Assessment Practices 
Committee, is an owner and developer of commercial 
enterprises, including shopping centers. He is a member 
of the Executive Group of the Community Builders’ Coun- 
cil and a trustee of Urban Land Institute. 


If reproduced in whole or in part, credit must be given to UrBAN LaNnp and to the author. 





Plan-itoriacl . . . 


A Quick Look at Shopping Centers 


Excerpts from a talk by Bruce P. Hayden, Secretary, Mortgage 
and Real Estate Department, Connecticut General Life Insurance 
Company at University of Connecticut, Storrs, October 7, 1958. 





First of all, let me say, this look at shopping centers is my own. My 
views do not represent company opinion in any way.... 

The shopping center business is too new and growing too rapidly for 
anyone to have all the answers. I think the only logical conclusion is there is 
no definite answer to many shopping center questions. What is right for one 
center seems to be completely wrong in another. Before giving you my obser- 
vations, I should tell you what they are based on—from my earlier participation 
in making some of our early shopping center loans and from a recent prolonged 
study of the shopping center field in view of its importance to my Company. 


Some Basic Conclusions 


My first conclusion is—the shopping center is here to stay. It affords the 
public an easier and better way of making its purchases by bringing close 
together, close to home, and close to adequate parking those lines of merchandise 
which have the greatest appeal Shopping centers offer an ease for 
shopping compared with downtown stores that will be increasingly important 
in our national retailing picture. 

Second, there are a number of things about shopping centers which are 
little understood. Perhaps the most important of these is a strong belief that 
they are fabulously profitable. Some centers are profitable, but indications are 
that the degree of profitability 1s surprisingly low. This is a difficult point to 
establish because actual statistics on shopping center operations have not been 
compiled. It is unfortunate that there are so few comparative figures. The 
whole industry would benefit if more were available. 

In taking perhaps two dozen centers at random on which Connecticut 
General has mortgage investments, I find an average return before debt service 
of about 7 percent. Debt service runs not lower than 7 per cent and today 
is running at 8 percent or better. As a result, when considering profitability 
in terms of cash return on cash equity, the leverage of mortgage financing is 
frequently a negative leverage. These early figures indicate a return on equity 
on the average of less than 6 percent. I am hopeful of later refining these 
figures and of broadening them by the inclusion of statistics on more centers. 


Misconceptions About Shopping Centers 


The fact that so many people think shopping centers are so profitable hurts 
the business in many ways. One of these ways is in the view taken by municipal 
taxing authorities all over the country. Seldom in our experience have adequate 
allowances been made by either developers or by our correspondents for the 
effect of the tax burden. A hypothetical but rather typical case might show 
that our borrower estimated his taxes at 10 cents a square foot; our conservative 
mortgage correspondent allowed 20 cents per square foot; and the tax bill now, 
two years after the center is completed, is 35 cents a square foot. 

Tax authorities seem to look on shopping center ownership as being about 
equivalent to ownership of a producing oil well. I think I am speaking for the 
Company in this one instance in saying that we are very much concerned over 
the trend of real estate taxes on shopping centers. We, of course, have in effect 
a second mortgage, junior to that of the taxing authorities, on every such venture 
which we have financed. For this reason unfair and unrealistic tax burdens are 
of great concern to us. The industry has a major fight on its hands and 
probably a continuing one to secure anything like fair treatment from assessing 
authorities. (Editor’s note: See ULI’s policy statement on taxation included as 
a supplement to this issue of Urban Land.) 

A second place where the theory of high profitability hurts the industry is 
in the over-development of new centers, particularly in the intermediate size. 

(Continued on Page 10) 
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VAN HOLT GARRETT 


With deep regret, Urban Land 
Institute announces the sudden death 
on February 12 of Van Holt Garrett, 
Sr., at his home in Denver, Colorado. 
Mr. Garrett had recently been reelected 
to the ULI Board of Trustees and reap- 
pointed to the Executive Group of the 
Community Builders’ Council. His 
contribution to Urban Land Institute 
was in the spirit of service which he 
devoted to his wide participation in 
civic affairs. 

Mr. Garrett was head of Garrett- 
Bromfield & Company, a firm engaged 
in general real estate, home building 
and community development. He was 
a past president of the National Asso- 
ciation of Real Estate Boards and a 
past chairman of Denver’s Zoning 
Board of Adjustrnent. He has headed 
numerous committees of the Denver 
Chamber of Commerce, notably those 
concerned with city planning, zoning 
and urban development. 
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PRACTICALITIES IN SHOPPING CENTER OPERATIONS 
A Symposium on Branch Banking, Shopping Center Leasing 


There have been many discussions 
about the role of the department store, 
the supermarket and the drug store in 
shopping centers. But we’ve had very 
little discussion about the role of banks 
and savings and loans associations. 
The time has come to pay more atten- 
tion to our banking institutions. They 
are able to create in many neighbor- 
hood and regional centers not only 
large deposits but they can aid in the 
sales volume of any center through 
the services of the banking institution 
itself. But promoters and _ builders 
have had the good sense, and the good 
fortune, to tie percentage leases with 
the volume of bank deposits. They 
have been able to get very high square 
foot rentals. 


Banks in Relation to Population 


What is the need for banks, branch 
banks and savings and loan associations 


today? In 1947 we had 4,400 branch 
banks. Today we have 9,000 branch 
banks in the United States. Banks 


have doubled during the last ten years. 
From 1929 to 1940 there was not very 
much branch banking expansion be- 
cause of the depression. Then the war 
came along toward the end of 1941. 
Until 1947 you couldn’t procure mate- 
rials for a new branch bank. We had 
practically no new branches for a 
period of 20 years until 1947. So 
branch banking has taken on a new 
aspect in the last ten years. 

For the country as a whole there is 
about one banking office for every 
7,500 people. From state to state this 
figure varies but slightly. If we con- 
sider savings and loan associations as 
well as banks, we find that there is one 
financial institution to about every 6,000 
people. These figures don’t vary par- 
ticularly from California, where you 
have branch banks by the dozen to 
states like Wisconsin where you have 
no branch banks whatsoever. The 
average runs between one bank for 
every 7,000 to 8,500 people throughout 
every state in the Union. The figure 
of one banking institution for every 
6,000 people isn’t very far from super- 
market requirements. At the same 


Urban Land 


and Operations 


I. Branch Banking 


By Robert H. Armstrong 


Banking Merger Consultant and Economist 


New York City 


time, it is interesting to note that we 
are greatly underbanked compared 
with Great Britain and Canada. They 
have more banking offices per capita 
than we do. 


Measuring Deposit Potentials 


Shopping centers are naturals for 
banking locations. The reason for this 
lies in the fact that people seldom go 
to a bank as a special trip. Rather, 
they visit a bank as part of a shopping 
or similar trip. So a shopping center’s 
drawing power has a direct ratio to the 
bank deposit potential of a given area 
and the ability of a bank in a shopping 
center to acquire deposits. 

How can a bank measure its deposit 
potential? In measuring deposit po- 
tentials we first lay out a bank’s trading 
area. Then we measure the popula- 
tion both quantitatively and qualita- 
tively insofar as their income classi- 
fication is concerned. From a banking 
point of view, it’s very important to 
know whether your family incomes 
average five, eight, or twelve thousand 
dollars a year within a given neighbor- 
hood or trading area. 

By use of Federal Reserve Board 
consumer finance and other studies, we 
can estimate the annual savings per 
family in our trading area. We can 
also know how much the families in a 
trading area will carry in checking 
and savings accounts. For instance, in 
the $7,500 income bracket, we know 
that 24 families out of a hundred will 
carry more than $2,000 each in savings 
accounts alone; 9 will carry from 
$1,000 to $2,000; 8 out of 100 will carry 
from $500 to $1,000; and 29 families 
out of a hundred will carry from $1 
to $500. We can make measurements 
for checking accounts in the same way 
as for savings accounts. When we 
have the deposit potential our task is 
then to measure the volume of de- 
posits which a branch will attract to it. 

Measurement of competition becomes 
a matter of judgment and experience. 
Naturally, the saving habits of par- 
ticular population groups differ and 
they can change appreciably from one 
location to another. We find that racial 


groups differ in their banking account 
habits. Europeans are very saving. 
On the other hand, the negro race as 
yet is not savings minded. 


Location Within a Center 


Incidentally, the localities which are 
growing in population are certainly the 
most desirable from a banking view- 
point. The location of a bank in a 
shopping center should be where the 
bank can procure the greatest amount 
of deposits. Recently it has become 
a practice to place a bank at the end 
of a shopping center building because 
there you can make use of one side 
for a drive-in facility. It is also be- 
coming a practice to place a bank in 
the center of a shopping center and to 
have the drive-in facility close to the 
front of the parking lot thus having 
two units as we find that some banks 
have from 50 to 60 per cent of their 
transactions in the course of a day done 
at the drive-in window. 


Rentals 


Bank buildings are not particularly 
expensive. You furnish mainly the 
shell to the bank. They’ll cost in gen- 
eral from $12 to $16 a square foot. A 
2,000 square foot bank can easily han- 
dle $5 million of deposits. If the rental 
is 1/5 of 1 per cent, the rental will 
amount to $10,000 in that unit on the 
percentage basis and will be at the 
rate of about $5 a square foot. In 
general we find percentages are running 
from about 1/10 of 1 per cent of de- 
posits to 1/5 of 1 per cent of deposits. 
In some states, particularly the South, 
1/4 of 1 per cent prevails. Unfor- 
tunately, to date too many shopping 
center buildings and promoters have 
neglected to insist upon the percentage 
rent being tied to the lease. We have 
found that in community shopping 
centers and in small neighborhood cen- 
ters, the basic rental will range from 
$2 to $2.50 a square foot. It runs up- 
ward to even $4 to $5 a square foot. 
In some of the regional shopping cen- 
ters that is the basic rent. For instance 
in Northland in Detroit, as I recall, 
the bank pays $3.60 a square foot. 
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Forming New Banks 


Deposits do not come to a new bank 
or to a branch bank immediately. They 
build up over a period of years. That 
is why the percentage lease can be so 
important to the developer. Banks 
are becoming known to be profitable 
ventures and some developers are 
forming their own banks. That is an 
angle which should be considered. 

I was privileged just a few weeks 
ago to work on the formation of the 
new bank which Mr. Levitt is going 
to build in Levittown, New Jersey, 
a new town which will have even- 
tually about 50,000 to 60,000 people. 
In the Levittown, Pennsylvania, proj- 
ect, there are seven or eight banks. 
The Levittown, Long Island project, as 
I recall, has five banks. Mr. Levitt is 
going to have his bank, the Bank of 
Levittown, and one bank alone, in his 
new Levittown Shopping Center. As 
we explored the potential we found 
that the new Levittown will give Mr. 
Levitt a bank potential of no less than 
$50 million in deposits. 

You don’t have to have a big shop- 
ping center for a successful bank op- 
eration. I know of one bank in a 
ten-store shopping center; nine stores 
and a super market, in Rochester, New 
York, that obtained $10 million in de- 
posits in five years. In Buffalo, the 
Western Savings Bank obtained about 
$20 to $25 million in deposits over the 


course of seven years. You can see, 
on the percentage rent angle, how im- 
portant the banking picture is becom- 
ing. In the future it will be increasingly 
important for you to study with care 
the banking situation in and around 
your proposed shopping centers because 
a bank can not only help make a center 
but it can also be a tremendously 
profitable rent payer to you. 


QUESTIONS ON BANK LEASING 


Question: If you have a branch bank 
with a percentage of deposits clause in 
the lease, how do you prevent them 
from diverting their deposits from that 
bank to other branches where they do 
not pay percentages? 


Answer: You could not prevent them 
doing so but all the banks I've ever 
known maintain the deposits of each 
individual branch as that particular 
branch bank’s deposits. You might find 
an occasional bank diverting deposits 
but that is not a universal practice 
at all. 


Question: My bank wants 4,000 
square feet with 2,000 square feet for 
expansion in five years. What volume 
should they do to justify this amount 
of space? 


Answer: Such bank would probably 
have to do 6 to 7 million dollars in 


their volume of deposits to justify that 


amount of space. You find banks 
pursuing different policies in their 
branches. Some banks operate in small 
offices but others want large showpieces, 
so to speak. If you’re talking about the 
State of North Carolina I figure that 
a volume of 6 or 7 million dollars 
should be developed for the 6,000 
square feet total with a lesser amount 
for the 4,000 square feet of original 
space. 


Question: What is the minimum de- 
posit necessary for a successful branch 
bank operation? 


Answer: That is the $64 question 
which all the banks in the country 
are trying to answer. In rural areas 
you can find lots of banks profitably 
operating with about a million dollars 
in deposits. On the other hand, if you 
take the suburban areas of large cities 
like San Francisco, Los Angeles, Chi- 
cago, or New York, we find that a 
bank requires deposits of about three 
million dollars to operate a branch 
successfully. The banks do their own 
bookkeeping as to what they charge 
in their costs of operation. But in 
general I would say that a new bank, 
which is not a branch with the parent 
bank’s support, should not be opened 
unless two million to two and a half 
million dollars in volume can be seen 
within four years of operation. 


II. Lease Negotiations for Small Shopping Centers 


Basically there is really no differ- 
ence between a market analysis for an 
organized shopping center and a bank. 
Too often centers do not consider banks 
as real pullers and capable of gener- 
ating substantial rent. I’m going to 
keep my remarks in the field of small 
shopping centers. By small, I mean 
both neighborhood and intermediate 
size shopping centers. 


Management Differs in Smaller Centers 


There is one very important differ- 
ence between the small shopping center 
and the large regional shopping center. 
The difference is primarily, manage- 
ment. In the case of a small shopping 
center, it is difficult to carry on a really 
first class management job for the 
simple reason that you don’t have the 
facilities for going out and buying the 
talent that you do in the regional 
shopping center. It’s not unusual for 
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Partner, Larry Smith and Co. 
Seattle, Washington 


the manager alone in a regional shop- 
ping center to draw from $25,000 to 
$50,000 as salary. Of course he’s just 
part of a larger staff of four or five 
people who are specialists in leases, 
specialists in promotion, public rela- 
tions, and other things. The manage- 
ment cost in a large regional center 
becomes a very substantial operational 
cost which the owner of a small center 
simply cannot match. 

The developer of a small shopping 
center, then, has two choices open to 
him: He can either manage the center 
himself or he can supervise the job 
and buy some of the servies, prin- 
cipally the service of leasing through 
a brokerage firm. In an intermediate 
size center from 100,000 up to 350,000 
square feet on 10 to 20 acres of land, 
management is a particularly difficult 
problem. You are not large enough to 
need the kind of management that you 


go out and buy in the large regional 
center, and yet you have asked for 
many additional troubles. 


Problems Confronting a Developer 


The intermediate center presents the 
most difficult problems of development. 
In one respect, however, the problems 
of the intermediate size developer are 
identical with the large regional de- 
veloper and the small center developer. 

The first problem is the question of 
rising cost of construction. The sec- 
ond is rising cost of operation, which is 
closely related to rising cost of con- 
struction. One of your biggest operat- 
ing costs is financing which in turn is 
related directly to the amount of con- 
struction that you have to invest in. 

The number three problem is the 
rising cost of money. Number four is 
the increase in property taxes. This 
is also one of your largest costs of op- 
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eration next to financing. And the 
number five problem is the rising de- 
mand of the tenants themselves. 

All of these problems are taking 
place in an environment character- 
ized by certain oversupply of commer- 
cial facilities. Not completely in the 
sense of looking at it from a national 
standpoint, but in certain large cities 
we can all point to examples where 
there is an oversupply of shopping 
facilities for the present time. How- 
ever, in all fairness it must also be 
added that we are witnessing several 
other trends which will continue; 
namely, a gradual increase in the stand- 
ard of living, which means larger and 
larger expenditures on the part of 
everyone; a growth in the population 
which is spending this money; and a 
continuing rise in the price level which, 
with adequate percentage leases, pro- 
vide a certain amount of built-in pro- 
tection for the shopping center de- 
veloper. 


The Lease Is a Management Tool 


The leasing process itself and more 
specifically the lease document are some 
of the other built-in protections that 
you can take advantage of. Frankly, 
too many small developers overlook the 
opportunity to make use of a well- 
constructed, well-drawn-up lease as a 
management tool. I recognize that a 
lease is primarily a legal document 
but too often we brush it aside and 
pass it to the lawyer and tell him to 
draw up a lease. But in doing so, 
we pass up an opportunity to develop 
a management tool that can be par- 
ticularly helpful to the small shopping 
center operator. The lease can also be 
an important tool in protecting you 
from the various problems listed above, 
rising construction cost, capital cost, 
investment cost, and so on. 

Most shopping centers encounter 
some kind of trouble in their experi- 
ence, in one of the following cate- 
gories: (1) Their costs exceed their 
original estimate; (2) they fumble the 
ball on handling their utilities; (3) they 
get stuck for more than their necessary 
share of the common area maintenance 
charges; and (4) they fail to get a 
united front on a promotional program. 


The Allowance System in Leasing 


The thing I want to call to your at- 
tention, therefore, is a leasing document 
which does take each one of these diffi- 
culties into consideration. About seven 
years ago in connection with the leasing 
of the Valley Fair Shopping Center in 
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the San Francisco Bay area, and in 
cooperation with the Victor Gruen ar- 
chitectural organization, we worked out 
a system which since has become 
known as the allowance system in 
lease negotiations. This agreement has 
spread fairly rapidly in connection with 
lease negotiations. The allowance sys- 
tem is a listing of expenditures for 
certain extras. In almost every case 
where a shopping center has gone over- 
board in its expenditures, the trouble 
has been because the extras came to 
more than were expected and because 
there had been a great deal of work 
done over, such as changed work or- 
ders, and that type of thing. 

The allowance system comes as 
close as anything to protecting you 
against that contingency. It simply 
indicates that the landlord will allow 
so much for store fronts, so much for 
finishing off the ceiling, so much for 
the primary electrical conduits, so 
much for the secondary wiring, and 
so on down the line. The allowables 
might even include floor covering 
among other things. But when that 
stipulated amount has been allowed, 
it’s up to the tenant to carry on from 
that point. I think you will find this 
is a very adequate way of controlling 
construction cost. For the intermedi- 
ate or small center it is almost an ab- 
solute requirement. 


Other Items in Leases 


As indicated previously the handling 
of utilities is primarily a_ difficult 
problem for regional centers and it 
can become an extremely important 
item. There are ways of building into 
the lease document itself controls on 
construction costs in the utilities by 
being able to get a return through the 
resale of electricity. This is not pos- 
sible in every state, but there are 
ways in which there can be a certain 
override for the sale of utility products. 

The lease must have a very definite 
and clear statement of the tenants’ 
participation in common area main- 
tenance. Your common area should be 
defined as everything outside of your 
rental area. In other words, the com- 
mon area is not limited to the parking 
lot, but it includes many other areas. 
It includes the dockage space, and cer- 


tain public lavatories if there are such 


It includes the main- 
tenance of the mall. It includes the 
lighting of the mall. It includes the 
gardening and the care of the outside 
premises. In fact, the very simple 
definition is everything except the 
rental space itself, and that, of course, 


on the premises. 


should be a very definite part of any 
lease document. 


Merchants Associations in Leases 


For a united front on promotions, 
a question often debated at Urban 
Land Institute meetings is whether or 
not you should incorporate in your 
lease a definite statement insisting upon 
membership in a merchants association, 
and perhaps even going so far as to 
indicate what the contribution should 
be. My personal feeling is that you 
can’t go quite that far, although I know 
many of the shopping center managers 
have said that if they ever have to do 
it again, they would certainly insist 
upon membership in the merchants 
association through terms of the lease. 
But I don’t believe it’s possible to 
insist upon mandatory membership in 
the merchants association. However, 
you can put in the lease a statement 
which indicates that the tenant does 
accept the responsibility of taking an 
active part and will use his best efforts 
to become an active member of the 
merchants association. That doesn’t 
sound like a very strong statement, 
but in almost every instance, you can 
bring pressure to bear on the tenant 
if you have only that much. Many 
leases do not provide for even that 
much of a clause in them. I think that’s 
something you absolutely would have 
to insist upon. 


Tenant Refusals 


Now what happens when you can’t 
get all of these things in your lease? 
The tenant absolutely refuses to accept 
your conditions. We all know that 


there are many tenants who refuse on 


many of these items. The question 
that should be asked then is, are all 
of them refusing or are just some of 
them refusing? If there are some of 
them refusing, unquestionably you 
have to make compromises. You can’t 
be absolutely arbitrary and put to- 
gether a shopping center. If there are 
just some refusals and you know it’s 
the history of the company to be that 
way and the real estate manager can 
do nothing about it, and you need that 
particular tenant badly, why, there is 
perhaps nothing more that you can do 
about it. 

But if you find that all of your 
prospective tenants are rejecting or 
objecting to the provisions and that 
you are getting no support at all, then 
I would begin to wonder whether you 
have a proper location for a shopping 
center. In such case I think you prob- 
ably should examine the whole propo- 
sition again very carefully. There is 
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nothing in the world that’s more of 
a headache than trying to sell a shop- 
ping center that just doesn’t have it, 
or trying to sell a shopping center in 


which the landlord is not in a fairly 
decent negotiating position. You’ve 
got to have something that people 
want, and if you haven’t got the loca- 


tion I think you extend your life ex- 
pectancy by ten years by dropping the 


shopping center at that particular 


point. 


An Additional Comment About Merchants Associations 


We have a number of centers of 
the neighborhood and community type. 
We started out idealistically to set up 
the merchants association on a very 
democratic basis. We weren’t going to 
interfere with the merchants associa- 
tion. Tenants were going to run it. 
Each tenant had a vote and so on. 

We made a few mistakes. One mis- 
take was that we allowed the mer- 
chants to adjust the amount of contri- 
bution that they made and we provided 
for a maximum contribution in the 
lease clause. The first thing they did 
was to get together and cut their con- 
tribution in half. The next thing they 
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did was to eliminate it entirely. So 
while we've been working on lease 
forms for over twelve years, we still 
are printing new copies with changes. 
One change in the lease has been to 
set up a merchants association more 
along the lines of a dictatorship—the 
money has to be paid to our rental 
collection department on a quarterly 
basis. The merchants do not have the 
right to adjust the amount of money 
that they pay which is on a percentage 
basis. Service and institutional tenants 
such as banks pay a fixed sum each 
month. The money is then placed in 
a trustee account and it can only be 


spent if we approve an expenditure. 
We as the developer-owners have 
agreed to contribute a fixed amount 
which is 20%. In addition to the 
20% we do provide some additional 
services such as a paid advertising 
consultant and a man who works with 
the various merchants associations to 
do their leg work for them. However, 
if the money is just sitting in the bank, 
the tenants get very unhappy. They 
want it used to develop new business. 
I think this new mandatory arrange- 
ment is going to work much more effi- 
ciently in the future. 


III. Chain Store Leasing in Shopping Centers 


All realtors have probably heard the 
phrase “under all is the land”. I 
think we can add another phrase ‘be- 
hind every shopping center is a lease” 
and chain store leasing is probably 
the toughest job in the shopping center 
business. 


Leasing Is the Developer’s Job 


The trouble with shopping center 
leasing is that you can’t get much 
help from anyone. You can go to an 
architect for plans, you can go to an 
economist for information about your 
location, you can go to a lawyer for 
help in getting the lease drawn, but 
there is practically no one who can 
help you in negotiations. I realize 
that’s an odd thing to say to many 
who are in the business of negotiating 
leases, but it is an accurate statement 
nevertheless. 

Two weeks age we visited a shopping 
center in San Francisco. This was a 
new, small regional center that had just 
been completed. The owners had paid 
a brokerage fee on every lease. They 
told me that over 70 per cent of the 
leases were negotiated completely by 
themselves, although the broker was 
paid a commission on all leases. But 
frankly that is a job which you have 
to do yourself. You can get some help 
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By Roy P. Drachman 


Shopping Center Owner and Developer 
Tucson, Arizona 


in lining up tenants, but most devel- 
opers will tell you they prefer to do 
the negotiating themselves. 

The brokers are in a position which 
will not favor the developer in many 
cases. The broker probably will never 
do another shopping center for you 
but he might have an opportunity to 
make 20 or 30 leases for the tenant, 
a chain store or other merchant. For 
that reason, I think the broker more 
generally will be representing the ten- 
ant rather than the shopping center 
developer. For that reason, again I 
say lease negotiation is a job you must 
do yourself. 


You Make Crazy Deals 


You can’t generalize on the terms 
and conditions for shopping center 
leases. I’ve had experience leasing 
shopping centers from a total of 40,000 
square feet on up to a couple that 
exceed a half million square feet each. 
Believe me, there’s a difference in try- 
ing to get tenants for small shopping 
centers and in trying to get a good 
tenant to come into your regional 
center. You make crazy deals. 

We made a deal in Phoenix for our 
Uptown Plaza Shopping Center with 
a certain variety chain at 80¢ a square 
foot. The first year they paid us about 


$1,000 overage. Since then the volume 
has dropped and we'll be lucky if we 
get any more overage. We had to 
have that tenant in order to get financ- 
ing and in order to get some of the 
other tenants. That illustrates the 
kind of things which you have to do 
when you lease a small center. 
Probably there are more small cen- 
ters being built and I think the interest 


,of most ULI members lies in the inter- 


mediate and smaller centers rather 
than the larger centers. Leasing a 
large center with its department store 
puts you in a lot different position than 
when you’re trying to lease a small 
center and you have no key tenant. 
Today the insurance companies and 
the other financial institutions, are 
forcing developers to make unhealthy 
and unprofitable deals. For example, 
we have a center in San Diego for 
which we are going to build about 
550,000 square feet in the first phase. 
We made a deal with the largest de- 
partment store in San Diego to occupy 
100,000 square feet. Luckily in that 
case, we have made a formula deal 
whereby the store agrees to pay what- 
ever rent is necessary to cover the 
interest, principal, taxes, insurance and 
a fair return on the land. The store 
will maintain the building themselves 
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and included in the cost is a 5 per cent 
architect’s fee, a 5 per cent profit for 
the contractor, and a portion of the 
cost for developing the parking area 
and the mall. So we’re going to have 
a no profit deal to start with but we’re 
not going to lose any money either. 

That store is taking 100,000 square 
feet; Montgomery Ward is going to 
take 100,000 square feet, leaving 350,000 
square feet for us to lease to other 
tenants. Now these two department 
store tenants (if we can call the Mont- 
gomery Ward store a department store) 
will pay us about $300,000 a year. Those 
two stores occupy 200,000 square feet. 
The insurance company has told us 
that we must have enough income from 
the AAA tenants (that is, strong locals 
and chains) to cover the cost of inter- 
est, and principal, taxes, insurance, 
maintenance and management. In this 
particular case these items amount to 
$744,000. 

Now we have $300,000 coming in from 
the two large tenants which leaves us 
$444,000 in guaranteed rent to secure 
from AAA tenants. Frankly, that is 
posing a problem. It means that we’re 
going to have to get around $3 per 
square foot as an average rental. Now 
that’s going to be difficult to do when 
you start dealing with people like 
S. H. Kress Company, Woolworth’s, 
and Lerner’s, and the shoe and drug 
chains. With supermarkets you can’t 
get anything like that. So we must 
get high rent from our local tenants, 
probably not a very profitable opera- 
tion for them. It means that they 
are not going to make much money in 
our shopping center and frankly we 
don’t like to build shopping centers 
where everybody in it doesn’t make 
money. I like to have all our tenants 
drive Cadillacs because I know if they 
can, we are going to be able to afford 
such cars. 


Financing Is Tough 


Insurance companies are making it 
tough today for a developer to put 
together the kind of center that should 
be put together. It’s pretty hard today 
to get local tenants of the kind who 
will make money for the developers, 
because such tenants just can’t finance. 

Some of the chains, of course, see 
the light and are being reasonable. A 
great number of them have raised 
their minimum rent ceilings consider- 
ably in the last year but they still 
demand a great deal. They want you 
to give them everything! I suggest 
that before the lease is signed you 
ask them for a set of their typical 
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store plans, and that you receive from 
them their specifications, because they’re 
going to want drop ceilings, they’re 
going to want light fixtures, they’re 
going to want floor covering, they’re go- 
ing to want all kinds of things. On 
top of that, they’re going to ask you 
to install their kitchen equipment, if 
they have a kitchen. They’re going 
to ask you to install their signs, they’re 
going to ask you to do a lot of things 
that cost you money. The air condi- 
tioning alone will cost you a dollar 
to a dollar and a quarter a square foot; 
floor covering, thirty to fifty cents a 
square foot; ceilings from 25¢ a square 
foot up; lighting about $1 a square 
foot up. These prices are for more or 
less minimum standards, not anything 
very fancy. The store fronts can cost 
anything. We give an allowance of 
$65 a front lineal foot, for store fronts. 
If costs go beyond that we expect the 
tenant to pay the overage. But very 
easily, these mentioned items can run 
up to $2.50 to $3.00 a square foot. You 
can readily see if you build much space 
for such tenants you’re going to have 
a great deal of money invested in the 
center and you may wish you didn’t! 


The Allowance System Is Best 


I think the allowance system is by 
far the best way to cover costs. We 
have tried it and we have found that 
there is some resistance from some 
chains. But if you insist upon the 
allowances, I think they will go along 
with you. 

We had a market in one center and 
we told the tenant that we had de- 
signed his store the way he wanted 
it but that he was going to pay for 
the lighting fixtures, his own parti- 
tions and his own electrical and freeze 
lines to the various pieces of equipment. 
The total for extras in our first esti- 
mate was $42,000. When he heard that, 
he found a lot of ways to cut the 
extras to $28,000, thereby saving him- 
self $14,000. But if he hadn’t had to 
pay for these items, I am sure they 
would have been very important mat- 
ters and we would not have been able 
to cut them out of the building. 


Other Leasing Problems to Watch 


Another problem which you’ve got to 
watch for in leasing to any tenant is 
the amount of space they’re going to 
use for selling and the amount they’re 
going to use for storage. A lot of 
companies think they need 50 per cent 
of the total area for storage. If you 
make the minimums high enough they 
are going to decide that they can get 


by with a great deal less space. Most 
chains have reduced their amount of 
space to where they can get by with 
15 to 25 or not over 30 per cent of 
their space for non-selling. 

You should certainly have a sign 
control clause in your lease. I think 
most of the chains go along with such 
control. They don’t give up their 
trademark signs but if you reason with 
them, they’ll put signs on the building 
which are not too objectionable. 

Control over the time for plan ap- 
proval is another thing that’s very 
important in a lease. If you have to 
submit the plans and the tenant is 
going to keep them for approval, you 
can find yourself being delayed for 
months in getting plans returned to 
you. We found in several cases that 
the chain stores would be the last 
stores to open. They wouldn’t be 
ready for opening because they had 
been so dilatory in returning the plans 
and approving the layout of the store. 

Store hours are another important 
item in lease negotiation. But you 
cannot get many chain stores to agree to 
any kind of control other than to agree 
that they’ll go along with the majority 
of the merchants in the merchants 
association. 


Common Area Maintenance Cost 


A contribution for parking is a very 
important item to cover in leasing. 
The contribution must cover all the 
common area maintenance cost whether 
it’s the parking areas, malls, driveways 
or whatever. We prefer a square foot 
basis, so that the tenant will pick up 
his rightful proportionate share. Most 
of them want to say 1/4 of 1 per cent 
is the ceiling they’ll pay, or they want 
to put on a ceiling of 8 to 10¢ a square 
foot. We found that it costs between 
8 and 10¢ a square foot to service the 
parking in common areas, that is 10¢ 
a square foot against the tenants’ area. 
If a store has 10,000 square feet it would 
cost about $800 to $1,000 a year. 

It’s dangerous to put a ceiling on 
costs. It’s dangerous to say costs are 
going to run over 10¢ a square foot 
or not going to run over $1,000 a year. 
If you look back ten or fifteen years, 
you can see where you'd be if you were 
tied to the ceilings that might have 
been imposed at that time. If we have 
inflation we have rising costs and 
deflation of the dollar. You are going 
to end up by having to pay for a lot 
of the work yourself. I certainly ad- 
vise you to try to eliminate any ceil- 
ings in the contributions for upkeep of 
the common areas. 
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A Tax Clause and a Parking Ratio 
Clause 


Naturally, you'll try to get a tax 
clause in your leases. Some of the 
chains will go for it and some of them 
won’t. They’ll all resist but some do 
agree. 

They will want a clause in the lease 
regarding parking ratios, which is a 
reasonable thing. In some centers 
where we plan to expand later, we 
have put a parking ratio in the lease 
but we’ve also said that the parking 
area shall be as shown on Exhibit A, 
or Exhibit B or whatever the number 
is, but we reserve the right to encroach 
upon that area to the extent of 10 
per cent. That generally should give 
you quite a bit of room to expand. 
Tenants may even want to tie you down 
to where that 10 per cent is going to 
be and they are not to be blamed for 
wanting that. Your key tenants, your 
department stores, will certainly de- 
mand and probably get such assurance. 


Other Typical Lease Clauses 


Contingency clauses are important 
lease provisions. Anyone would be 
foolish to sign a lease without some 
kind of financing contingency clause. 
Such clause should state that if you 
are not for some reason able to 
finance you have the right to tear up 
the lease. I think that’s more or less 
a foregone conclusion, and you won't 
have many problems with such pro- 
vision. 

A co-tenancy clause is frequently 
demanded: by store companies. Such 
clause insists that you have so many 
thousand square feet of key tenancy 
before certain other tenants agree to 
go into the center. We have experi- 
enced this in a regional center we’re 
leasing in Phoenix. Those things are 
not uncommon. It’d be better if you 
didn’t have to put up with such de- 
mands. But I’m practical about these 
things and I’m not going to tell you 
I wouldn’t do it. I prefer not to, but 
we do those things. 

In your lease, what you say about 
future expansion for any particular 
tenant is another caution to take. You 
certainly have to tie space expansion 
in with your mortgage because you 
can find yourself in the position of 
having some tenant reach a certain 
volume and then say to you, “All right, 
now I want 10,000 more square feet”. 
It might cost you $100,000 to $150,000 
to add that space. You might have to 
dig up that money, unless you have 
some arrangement with your mortgagor 
whereby he will furnish the loan. 
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The Merchants Association Clause 


A definite clause about the merchants 
association is a special provision in 
shopping center leasing because it’s 
one of the most important matters 
about shopping centers. The layout, 
the location, the design and the leasing 
are important in a shopping center. 
But you'll get over those things very 
soon. However, you'll live for many 
years with the operational problems. 
Unless your lease specifically gives you 
some control for a merchants’ associa- 
tion you’re going to be out of luck and 
find that you’re going to suffer for 
years. 

I know a certain center that has one 
tenant who does not have to contribute 
to the merchants association, and the 
lease has a very loosely drawn clause 
regarding the other tenants. I think 
you can go farther today, and we have 
gone farther. In this particular shop- 
ping center, because of the fact that 
one tenant will not go along, the others 
say “Why should I contribute to the 
advertising fund to help him get busi- 
ness? If he won’t pay, I won’t.” The 
whole arrangement topples when it de- 
pends on one tenant. This is a regional 
center and the exception is a national 
chain. That chain doesn’t see the light 
or feel the heat yet, so it is holding 
back the whole center. 


All Tenants Must Belong 


We have a lease clause which re- 
quires all the tenants to belong to the 
merchants association and to contribute 
a definite percentage to the advertising 
program. In the San Diego center this 
clause has been inserted into our de- 
partment store lease and they not only 
agree to it but they are requiring that 
we have the provision in all the other 
leases. This is exactly what we want 
because we can then say to the other 
tenants, locals and chains, “Well, you 
have to do it or you can’t go in the 
center, because the leading tenant in- 
sists upon it.” 

Maybe this is the first case where 
a department store has agreed to con- 
tribute a definite amount to an adver- 
tising fund. Many of them agree to 
belong to the merchants association and 
contribute their share, but in this case 
the store has agreed to contribute 1/4 
of 1 per cent of their gross volume to 
the advertising fund. This clause also 
states that all food stores shall con- 
tribute 1/10 of 1 per cent. 


Contributions to the Funds 


The best way to cover the subject 
of tenant contributions to the mer- 


chants association’s advertising pro- 
gram is to site examples: 1/4 of 1% 
of all gross income to be paid by all 
tenants whose percentage rent sched- 
ule provides for rental up to 3% of 
their gross income; 1/2 of 1% on all 
gross income for those tenants whose 
percentage rental schedule provides for 
rental of more than 3%, up to and 
including 4%; and 1% for all tenants, 
over 4%. 

We include a clause about maximum: 
20¢ per square foot for tenants with 
10,000 square feet or more; a maximum 
of 40¢ per square foot per year for 
tenants with less than 10,000 square 
feet but more than 5,000 square feet: 
and a maximum of 60¢ per square foot 
for tenants with less than 5,000 square 
feet but more than 2,500 square feet, 
and no maximum for the stores less 
than 2,500 square feet. 

As the developers we agree to con- 
tribute 25 per cent of the total that 
is raised or spent by the merchants 
association for promotion. The method 
of determining how this money is to 
be spent lies entirely in the hands of 
the merchants association. 


Basis for Voting 


The tenants can formulate their own 
by-laws and articles of association or 
articles of incorporation, if they want 
to incorporate. The voting is on the 
basis of the contribution to the fund. 
Each member has one vote and an addi- 
tional vote for every $1,000 of contribu- 
tions to the merchants association in 
excess of $1,000, except during the first 
year of the lease term each member 
has one vote for each 1,000 square feet 
of his floor area in the center. The 
reason for putting it on a square foot 
basis the first year is because we do 
not know what the dollar contribution 
will be until after they have had a 
year’s experience. So to start with, 
everyone will have votes in propor- 
tion to the number of square feet. 


Still Other Lease Items 


The exclusive clause is another thing 
that is important to watch out for. It’s 
dangerous to give anyone an exclusive 
clause in a shopping center. You might 
want to give them an exclusive clause 
as to the type of store, but certainly 
don’t give exclusives in regards to the 
lines tenants may handle. I would 
advise you not to put an exclusive 
clause in a lease if you can possibly 
avoid it. 

Of course, you want to get the sig- 
nature of the parent company on the 
lease. A shopping center developer 
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with whom we were talking the other 
day had a novel idea. He says that 
when he thinks about negotiating with 
a chain store he buys shares of their 
stock. He is then entitled to receive 
the stockholder’s reports and he finds 
a great number of interesting things 
about the company that he would not 
be able to find any other way. He 
might have a lot of money tied up 
but he can always sell that stock and 
get his money back. But it shows 
how important it is to know as much 
as you can about your tenants. 


Percentage Clauses and Minimum Rents 


Every shopping center lease should 
have a percentage rent clause. The 
minimum rents can vary greatly. They 
can run from $1, $1.25 up to $1.50 for 
markets, up to $3 or $4 for shoe and 
apparel stores. I know an apparel 
chain which recently made a lease on 
the West Coast for a store of 7,500 
square feet plus 2,500 square feet in 
the mezzanine for which they are pay- 
ing $21,000. 

A Midwest developer told me re- 
cently that he gets around $2.25 for 
drug stores against 5 per cent. We 
can’t get that kind of percentage from 
the chain drugs. We’re lucky if we 
get over 2, 21/2 or 3. One prominent 
drug chain pays 3 per cent but wants 
to exclude cigarettes and they want 
to break it back to 2 or 21/2 per cent 
after a certain volume is reached. 

Some women’s apparel chains will 
pay about $1.50 a square foot. If you 
get more than that, you’re pretty lucky, 
and they want to pay around 4 per cent 


IV. Advantages 


I come from Stockton, California, 
which is about 75 miles inland from San 
Francisco and about 50 miles south of 
Sacramento. We have a city popula- 
tion of about 85,000, an urban popula- 
tion of about 130,000, and a total trade 
area population of less than 200,000. 
We are growing at a rate of about 
3,000 people per year. Being from 
such a small community, my thinking, 
my interests and my observations are 
naturally geared to smali community 
problems and situations. 

In our town, although several at- 
tempts have been made during the 
past year to do so, no one so far has 
been able to convince a department 
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on volume. A certain man told me 
he got one of the major chain shoe 
stores in his center to pay him $5.50 
a square foot for his shell building. I 
mention this only to show that there 
is no rule of thumb. Chains resist and 
tell you they don’t pay over $1.00, 
$1.50 per square foot minimum rent. 
But they will pay more if they want 
the location. But if you’re leasing a 
small center, you’re not going to get 
the kind of minimum rent that regional 
centers are going to get. 

The chains today are making it diffi- 
cult for the developer to make any 
money on their deals. They’re asking 
for everything, they know that you 
have to have them, and they’re pretty 
independent. The only chance you 
have of making a good deal is to have 
a lot of them who want to go into 
your center. But if you’re not in that 
position, believe me, it can be a tough, 
unprofitable deal. 


QUESTIONS ON SHOPPING CENTER 
LEASING 


Question: Should you require a lease 
deposit? If so, what is the rule of 
thumb? 


Answer: We always ask for a lease 
deposit. We haven’t believed in get- 
ting much more than a couple of 
month’s rent. We like to look upon 
it as a security deposit rather than 
as advance rent because of income tax 
problems involved. But with the 
chains I don’t think you'll get any 
deposit and we don’t require any. I 
think if you could get some it’d be 


fine, but we don’t generally ask for 
over one or two months. 

In the smaller centers, we use a 
more or less standard formula. On a 
three year lease we get the first 
month and the last two; on a five year 
lease, the first month and the last 
three; on a ten year lease, first month 
and the last four; and on a fifteen year 
lease, first one and the last five; be- 
yond that it’s a matter of negotiation. 


Question: In a center of between a 
hundred and a hundred and fifty thou- 
sand square feet what can you expect 
as a satisfactory average rental per 
square foot across the United States? 


Answer: I’d say that the average 
guaranteed rental comes pretty close 
to $2 per square foot. When the higher 
rentals are averaged with the lower 
rentals you are going to come out 
pretty close to $2, $2.10 maybe. Any- 
thing above that you can consider being 
pretty successiu!. Vice versa, anything 


below th rcu’re in a little bit of 
trouw? 

Qivs : What did you have in mind 
when yo: mentioned a tax clause in 
your lease? 


Answer: We have in mind that there 
should be a clause in the lease which 
would require the tenant to pay any 
increase in taxes over the average of 
the first two years, or first three years; 
of course, allowing him to deduct it 
probably from the percentage rent. 
We'd like not to have to do that, but 
that probably would be what we would 
do and we are doing it in some cases. 


in Developing a Small Shopping Center 


By Greenlaw Grupe 


Shopping Center Owner 
Stockton, California 


store or a junior department store that 
they should locate other than in our 
downtown area. I have no doubt that 
someday someone will be able to do 
so, but so far no one has. However, 
our town does have many neighborhood 
shopping centers. It has one good 
community strip development which 
has many ownerships but ample park- 
ing. Our organization has a neighbor- 
hood shopping center which has been 
slowly growing over the past seven 
years into a community center. So my 
experience has been with the small 
centers. But I like small centers and 
I'll tell you why. 


Why I Like Small Centers 


First, the are less costly to build. 
The land acquisition cost is usually 
quite reasonable. The parking turn- 
over is faster in a small center, so you 
don’t have to have as much of it to 
go with the leased space. You don’t 
have to have a lot of expensive malls 
(although I’ve got one but I sure 
wish I didn’t) and you don’t have to 
have a lot of expensive store fronts, 
expensive fixtures and air condition- 
ing. In our country we can build 
neighborhood shopping centers, includ- 
ing the cost of the land and putting in 
the whole works, for $7 or $8 per 
square foot for our rented area, which 
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is a lot better than some of the $12, 
$15 and $20 costs I hear about. 


Second, I like neighborhood shopping 
centers because there’s no such thing 
as a hot location or a cold location. 
A neighborhood shopping center caters 
to the people who live in the neighbor- 
hood. These people know what stores 
are there and they know whether they 
like or don’t like the merchant. For 
example, we have two gasoline sta- 
tions in one of our centers. One is a 
Standard Oil station, which in our area 
is probably tops. It’s located at the 
intersection of a highway that goes 
in front of the center and the entrance 
street into our subdivision. Our second 
gasoline station is a General Petroleum 
station which is located about 700 feet 
off the highway back on our entrance 
street. Everything else being equal, 
the Standard Oil station should outsell 
the General Petroleum station. But 
everything else isn’t equal. Everyone 
who lives in the area knows this sta- 
tion is there, but they all, or at least 
most of them, like Al Vanetti who runs 
the GP station, and as a result he out- 
sells the Standard Oil station. 

On the back side of our shopping 
center, which is supposedly the cold 
side, we have a drive-in dairy, a drive- 
in cleaner, and a restaurant. All these 
tenants are prosperous. All of them 
are doing a good job and they’re happy 
about it, and they’re all on percentage 
rents which makes us happy. 


Third, I like a neighborhood shopping 
center because as a rule I’m smart and 
I have just about as much money be- 
hind me as my tenants do. I could no 
more match wits or money with the 
J. C. Penney Company or the W. T. 
Grant Company or some of those guys 
than I could fly, but with the little 
fella it’s a different story. 


Fourth, I like small centers because 
most of the stores are owner-operated. 
They have personalities of their own. 


The operators can make exceptions and - 


they can make decisions on the spot. 
The managers aren’t always being 
transferred. If there’s a merchants 
association problem or a customer rela- 
tion problem, it doesn’t have to go to 
the home office for decision. There’s 
a warmer, friendlier feeling in an 
owner-operated store. My wife would 
much rather buy from Glen or Joe or 
Harry or Ben than she would from the 
J. C. Penney Company or the W. T. 
Grant Company or the Chandler Com- 
pany or the Thrifty Drug Store. And 
I’ll bet you that your wives would too. 
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Fifth, I like the smaller owner- 
tenants because they’re willing to, and 
can afford to pay higher percentages 
in rent. They may not do as big a 
volume per square foot, but they can 
pay a higher percentage. For example, 
not long ago I was talking with a repre- 
sentative of one of the large variety 
store chains. He talked in terms of 
15,000 square foot store, 3% rent and 
we pay for a lot of the fixturing. It 
would have cost us at least $12 a 
square foot to build the store. We 
don’t have this tenant but we have a 
tenant in a 10,000 foot store which is 
2/3 as big as the chain wanted, he pays 
us 5 per cent rent instead of 3 per cent 
and our cost is about $8 a foot instead 
of $12. If our fella does one-fourth as 
much business as the big fella would 
do, we’re way better off. 


Sixth, I like the small shopping cen- 
ters because the large regional centers 
don’t seem to hurt them too much. 
Now that may seem odd to you but 
I’ve been observing. In Sacramento, 
California, quite a few years ago Jerry 
Strezek built a large neighborhood 
center called the Town and Country 
Village. It was practically all occupied 
by small local merchants. A few years 
ago a new center was built in Sacra- 
mento about a mile away, called the 
Country Club Center. It had tenants 
such as J. C. Penney, Grant, Woolworth, 
Thrifty Drug, and almost all of the 
smaller chain stores. It wasn’t long 
before a department store was there. 
Now true enough, some of the tenants 
from the Town and Country Village 
moved to the Country Club Center, 
but their vacancies were soon reoccu- 
pied by other small people. In fact, 
it wasn’t very long thereafter that 
Town and Country built additional 
buildings for more tenants. 

In Palo Alto, California, another 
neighborhood center also a Town and 
Country didn’t really get off the ground 
until the Stanford Shopping Center 
was built nearby, and it is now a 
very prosperous neighborhood center. 
In Phoenix, Arizona, a great big re- 
gional went in a mile and a half from 
the Uptown Plaza, a beautiful small 
community center. And yet the Up- 
town Plaza is doing more business to- 
day than it has ever done before. 

I’ve come to the conclusion, at least 
for the moment, that regional shop- 
ping centers hurt regional shopping 
centers and they hurt downtown areas, 
but they don’t hurt neighborhood shop- 
ping centers. 

I believe that a good little center is 
a good investment and this isn’t just 


my opinion. Recently in Sacramento, 
California, a life insurance company 
bought a small shopping center for its 
own portfolio. The major tenants were 
a Thrifty Drug, the only chain store in 
it, and a strong local supermarket. 

And so I like small shopping centers 
and I’m beginning to think that I’m 
lucky because I wasn’t born in a bigger 
town where I’d be tempted to go 
bigger. 





PLAN-ITORIAL 
(Continued from Page 2) 


There is the old principle of economics 
that “Inordinate profits breed ruinous 
competition.” It seems to me, ruinous 
competition is being bred by imagined, 
inordinate profits. 

Another misconception is that the 
development and operation of the 
shopping center is primarily a real 
estate venture. It does of course have 
elements of real estate development 
but primarily a shopping center is a 
merchandising venture. The best and 
smartest shopping center developers 
realize this. The success of the de- 
veloper in putting together’ those 
merchants who can best understand 
and serve the needs of the market, 
and then participating in, partially 
financing, and helping to direct an 
intensive and continuous merchandis- 
ing program, determines the success 
of the center. Probably the ideal shop- 
ping center is one that most nearly re- 
sembles a single large department store 
composed entirely of leased depart- 
ments. Of the large centers I have 
seen, Southdale in Minneapolis most 
nearly approaches this. 

Let me emphasize my personal con- 
clusion that merchandising and promo- 
tion are essential and must be done on 
a continuous, well-planned basis. To 
be done right, they must have the 
financial support and personal interest 
of the developer as well as that of all, 
or nearly all, of the tenants. 


Misconceptions About the Market 


There is a misconception about shop- 
ping centers to the effect that they 
can and should serve almost everyone. 
Much as they have to offer, I think 
the center which tries to hit either 
extreme of the market is probably a 
questionable venture. There is one 
large market, however, for which the 
shopping center is practically perfect, 
and that is the 25- to 45-year age 
group in the middle income brackets. 
I consider middle income as anywhere 
from upper blue collar to lower man- 
agement levels. 
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These are the people who live in de- 
velopment-tract, single-family homes, 
generally built on too little ground, 
with a high density per acre. They 
have three or more kids to a family 
who are in the rapidly growing age. 
In these days of prosperity they have 
good disposable incomes which they are 
certainly inclined to dispose of. They 
have few worldly goods yet accumu- 
lated and are not only in the market 
for six pairs of shoes per child per 
year, but also for power lawnmowers, 
high fidelity sets, and do-it-yourself 
home improvement installations. 

The trouble with the extremes of 
the market area is that they just do 
not have sufficient purchasing power 
per acre to support a center. At the 
lower end of the income bracket the 
need is high and population density is 
high, but incomes cover only necessi- 
ties, if that. There just isn’t enough 
money available per family to support 
an integrated center, and even the few 
necessities stores are forced to operate 
on margins so narrow that profitability 
is questionable. 

The highest income families, on the 
other hand, are apt to be spread too 
thin to make their purchasing power 
effective. They live one family to an 
acre. Their children are grown or in 
college. They have accumulated all of 
their needs and most of their wants, 
and they don’t spend money in suffi- 
cient volume to support a_ center. 
There is the further handicap that 
the women in this most favored eco- 
nomic class generally have the leisure 
and the inclination to go downtown, 
which still offers broader assortments 
of merchandise and such attractive in- 
ducements as fine restaurants and 
theaters. 


Inexperience 


My other basic conclusions are so 
closely interrelated that perhaps it is 
one conclusion: The industry is suffer- 
ing from far too many inexperienced 
people in the business; and it is cur- 
rently suffering from considerable over- 
production, particularly in the inter- 
mediate or community size center. 

To oversimplify the “too many inex- 
perienced people” statement, there are 
too many builders in the shopping 
center business. We have seen almost 
every tract house builder save out a 
Piece of ground, usually too small, on 
which he is going to put his shopping 
center. This is to be not;,only his 
crowning achievement as a builder but 
also it is to finance his retirement, 
including trips to Europe. In very few 
instances does the house builder have 
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much cenception of how to go about 
developing a shopping center. Too 
often he thinks in terms of dividing his 
lot in thirds parallel to his main street, 
and then paving the front and rear 
thirds to sandwich a strip of stores 
built in the middle. He knows little of 
leasing, nothing of merchandising, has 
never heard of center promotion, and 
figures his job is done when he com- 
pletes the building and turns over the 
keys to his tenants. 


Too Many Amateurs 


With so many amateurs willing and 
eager to make deals on centers of this 
kind, it is not surprising that the pros 
who have been doing the leasing for 
the chain stores have been able to 
have a field day. Base rents have been 
beaten down to the point where even 
the amateur is beginning to wonder 
how he can possibly come out on a deal. 
Percentage clauses have been weak- 
ened. Concessions have been made; 
all for the sake of getting a chain store 
lease. Deals have been offered to chains 
almost on a “can’t lose” basis. Rentals 
have been made so cheap that even a 
weak operation will prove to be no 
drain on the corporation and an occa- 
sional strong store may be highly 
profitable. 

The presence of too many amateurs 
in the field extends into the financing. 
I think our own insurance industry, 
which has furnished most of the money 
for center development, has been guilty 
of doing many things it shouldn’t do. 
Our principal shortcoming has been in 
our willingness to finance almost any- 
thing that could get sufficient chain 
store leasing to cover debt service. 
My own opinion, which I know will be 
considered heresy by most life insur- 
ance lending officers, is that we have 
done ourselves and our developers a 
great disservice by our emphasis on 
high percentage chain store leasing. 


Strong Local Tenants 


Chain stores are essential to most 
shopping centers. Few good centers 
will be built without a good repre- 
sentation of chains. However, the ex- 
perienced local merchant with ade- 
quate financing and a good following 
but without an AAA balance sheet, 
will considerably out-merchandise the 
major chain. His total sales will be 
larger per square foot and his per- 
centage rental payments at a higher 
rate. By his following he will develop 
traffic and business not only for himself 
but for the center as a whole. A ca- 
pable, successful local merchant is far 


from the rarity which most insurance 
lending officers seem to think he is. 
He can be located; he can be replaced 
if he dies or is incapacitated; and he can 
do a great job of making a center 
really financially successful instead of 
only modestly so. 


Over-Production 


That in many areas there is current 
over-production of shopping centers, 
particularly of the intermediate type, 
is obvious. Perhaps the outstanding 
example I saw on my recent trip was in 
a Texas city where within a three- 
mile radius there are five shopping 
centers of community size—100,000 to 
200,000 square feet. At the moment 
a new regional center with two large 


branch department stores is to be 
opened squarely at the hub of the 
three-mile circle. The five existing 


centers were already struggling to fill 
vacancies and to show a profit even 
before the regional center was an- 
nounced. In my opinion, they face a 
major struggle for survival. For that 
matter, prospects for the regional are 
not as bright as they ought to be 
because of the existence of so much 
competition on all sides. 


Future Trends 


The last of my conclusions is that the 
business is still in an evolutionary 
state. These are the trends I see: 

First, for the intermediate to larger 
size centers the mall type seems to be 
winning out handily in most areas. 
There are large strip centers still being 
built and there are a few cluster cen- 
ters being planned. But generally 
speaking, the mall is preferred for 
reasons of compactness, simplicity, 
over-all economy, and greater mer- 
chandising impact. 

A second tendency is for greater 
emphasis on appearance and styling. 
Early mall-type centers frequently had 
a Queen Anne front on the mall and a 
Mary Jane behind exposed to the 
parking lot and to the street view. More 
and more centers are coming up with 
Queen Anne behinds as well as fronts. 
More attention is being paid to land- 
scaping, styling of front, et cetera. At 
the same time, malls themselves are 
becoming simpler, not so much for 
reasons of economy as for reasons of 
better promotion and merchandising of 
the center as a whole. 

I find a tendency against multi-level 
centers based partially on the fact 
that most multi-level centers have not 
been particularly successful. I per- 
sonally can see little justification for 
two completely separate mall levels. 
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Branch department stores must of 
course be multi-level and many larger 
stores will have fuil or partial mer- 
chandising basements. All of this is 
proper. Trying to divide over-all mall 
traffic among two levels, however, has 
proved neither wise nor successful in 
most efforts. 

There is a growing reluctance to 
spend the money for truck tunnels in 
large centers; their cost is out of pro- 
portion to their contribution. One 
center I visited tried to solve the prob- 
lem by putting the truck delivery fa- 
cilities on the roof and found that this, 
too, was very costly. Two basic prin- 
ciples in shopping center development 
are in direct conflict on the question of 
truck tunnels, one being that proper 
separation of pedestrian and service 
traffic is essential and the other being 
thai over-all costs must be held to a 
reasonable level if the center is to be 
financially successful. There is little 
doubt that the truck tunnel does the 
best job of separating customer and 
service traffic. There is little doubt 
also that most truck tunnels cost an 
awful lot of money. In the future more 
large centers are going to be built 
without truck tunnels, but most top- 
notch regional centers will have them. 


Bigger Stores 


There is a strong tendency toward 
bigger stores in all fields. Branch de- 
partment stores of less than 100,000 
square feet are seldom being considered 
any more, and most metropolitan area 
department store people are more apt 
to think in terms of from 150,000 to 
200,000 square feet today. Drug stores 
are getting bigger. Grocery stores are 
going up to 30,000 square feet, and 
where they carry extensive side lines 
are going as large as 60,000 square feet. 
Murphy’s and Newberry’s are taking 
stores in the 70,000 to 100,000 square 
foot range, which is a far cry from the 
5 and 10 business as it used to be! 

With larger stores goes increasing 
crossing of traditional merchandising 
lines. With this goes problems in- 
volving percentage rentals. I was 
told at one of the new West Coast 
centers, for example, that in the super- 
market the same percentage rent ap- 
plies to all merchandise, starting at 1 
percent and then stepped down to 
34 percent. As a result, the super- 
market is selling high fidelity radios, 
photographic equipment and boys’ un- 
derwear at very low percentages in 
direct competition with music and ap- 
pliance stores, camera shops, and men’s 
clothing chains, all of them at the 
customary percentage rents. Making 
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leasing arrangements of this nature 
seems very poor policy on the part of 
the developer. The better-informed 
developers are and should be taking 
steps to counter this sort of thing. 


Supermarket Shifts 


I find a growing tendency, particu- 
larly on the West Coast, for super- 
markets to get out of the center of the 
mall, even to the point where some of 
them are physically relocating. They 
like either their own building at the 
edge of the parking lot or their own 
building at one end of the mall. The 
theory that the supermarket in the 
middle both feeds business to other 
stores and profits from them may be 
true insofar as variety and impulse 
items are concerned. For most other 


shopping, women seem to make a trip 


cenarat fu +ha; arkeat rin 
separate irom their MarKcet trip. 


Thus 
the keeping of the food operation sep- 
arated from the mall area makes sense. 


Challenge to Downtown 


There is an increasing direct chal- 
lenge to downtown right on down- 
town’s home grounds. The outstand- 
ing example of this is the development 
in Portland, Oregon. There, less than 
a mile and a half from downtown, a 
new Lloyds Center is being built with 
over 1,200,000 square feet of retail area. 
In Alameda, South Bay is very close 
to downtown and has hurt it badly. 
A small center in eastern Maryland is 
almost an extension of downtown, and 
the Charlottetown Center is within a 
few blocks of the present downtown 
area. Redevelopment projects planned 
for many major cities will probably 
strengthen the challenge which the 
shopping center concept is making to 
downtown merchandising. 

I am intrigued with the develop- 
ment of the specialty type of shopping 
center, such as Bullock’s Fashion Park 
in Santa Ana. This is a major center 
just opened, beautifully planned, beau- 
tifully constructed and entirely de- 
voted to the high end of the mer- 
chandising scale. Here there are no 
supermarkets or chain drug stores, but 
here is high fashion in all of its as- 
pects. The relative success of this de- 
velopment is going to be very keenly 
watched. This center could be as 
revolutionary in its way as was South- 
dale with its enclosed mall. 

Incidentally, I think there is a very 
bright future for the enclosed mall, 
fully air-conditioned as it is. The 
Harundale Shopping Center in sub- 
urban Baltimore will test the theory as 
it is applied to a more conventional 
type of shopping center market. I 


would not be surprised if in most 
climates the provision of enclosed, 
air-conditioned malls were to become 
almost as common and as necessary as 
the provision of paved parking areas. 


Recommendations 


First of all, I recommend that we 
confine ourselves in the future largely 
to the two extremes of shopping center 
size. I have come to the conclusion 
that neighborhood centers, not over 
100,000 square feet and_ generally 
smaller, can successfully hold their own 
against almost any type of competi- 
tion. They are the necessity centers; 
they are conveniently located; their 
very smallness gives them a conven- 
ience and appeal that tends towards 
success. In passing, I might add that 
our preliminary figures indicate that 
this type of center is more profitable 
than either of the other two types. 

At the other end of the scale, the 
large, well-planned regional center, 
built around branches of one or two 
of the strongest department stores in 
the area, can be large and powerful 
enough to forestall most competitive 
developments; can be merchandised 
most effectively; and generally its very 
size and being qualifies the competence 
of its management. 

I have strong reservations about the 
intermediate size center in the large 
metropolitan areas. It is too big to 
live off its neighborhood, and _ too 
small to afford the kind of promotion 
budget netessary to make a real impact 
in its community. It is highly vulner- 
able to future competition from a 
regional center and, for that matter, 
too small to forestall competition even 
from other centers of its own size. The 
example in the Texas city which I 
mentioned, where five such centers ex- 
isted in a three-mile radius, is a good 
illustration of just what is wrong with 
centers of this type. 

The exception for this community or 
intermediate size center is in smaller 
towns; in a city of from 50,000 to 
100,000, the 200,000 square foot shop- 
ping center becomes the regional center 
and has the dominant position which 
the regional occupies in Detroit or Los 
Angeles. 

Aside from largely limiting our inter- 
est to the largest and smallest centers, 
my other recommendation will be that 
we no longer even give consideration 
to financing amateurs. This simply is 
too big a game with too high stakes 
for the amateurs to have any future 
position in it. Those who do get into 
it, and those who finance them are 
almost certainly headed for trouble. 
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